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ANY  political  accord  that  may  be  achieved  by  the 
United  Nations  Organization  will  prove  short¬ 
lived  unless  economic  peace  is  assured.  With  this 
fateful  alternative  before  them  the  fifty-one  na¬ 
tions  now  members  of  the  UNO  are  to  convene 
for  a  world  economic  conference  in  the  near  fu¬ 
ture  in  order  to  inaugurate  unified  economic  ac¬ 
tion.  Plans  for  the  coming  conference,  which  have 
been  in  preparation  for  more  than  two  years,  were 
made  public  at  the  time  the  draft  agreement  of 
the  American  loan  to  Britain  was  announced  on 
December  6,  1945.  Related  to  that  agreement  were 
proposals  for  the  expansion  of  world  trade  and  em¬ 
ployment,  and  the  creation  of  an  International 
Trade  Organization  (ITO)  to  be  attached  to 
other  UNO  agencies.'  The  United  States  is  the 
foremost  advocate  of  the  terms  on  which  interna¬ 
tional  agreement  will  be  sought,  although  the  fun¬ 
damental  principles  of  the  newly  proposed  world 
economic  system,  briefly  described  as  a  liberal  trade 
program,  have  the  backing  of  both  this  country 
and  Britain.  At  its  first  session  in  London,  the  Eco¬ 
nomic  and  Social  Council  of  the  UNO  passed  a 
resolution  on  February  18,  1946,  favoring  the  new 
program,  and  assumed  the  task  of  preparing  for 
the  trade  conference. 

U.S.  FOSTERS  FREER  TRADE 

While  international  trade  flourished  during 
World  War  II,  normal  trade  before  the  war  had 
dwindled.  For  in  the  past  two  decades  restrictive 
trade  practices  such  as  tariffs  and  regional  finan¬ 
cial  arrangements  or  private  international  business 
agreements  and  inter-government  commodity  con¬ 
trols  choked  off  the  normal  flow  of  trade.  Perhaps 
the  outstanding  example  of  such  practice  was  the 
Hawley-Smoot  Tariff,  the  highest  in  United  States 
history,  passed  in  1930.  It  is  now  generally  conceded 
that  this  high  tariff  structure — more  than  any  other 
single  factor — contributed  to  the  collapse  of  inter¬ 
national  trade  in  the  decade  which  followed.  Early 

I.  See  Proposals  for  Expansion  of  World  Trade  and  Employ¬ 
ment,  hereafter  referred  to  as  Proposals.  (Washington,  D.C., 
Department  of  State,  Commercial  Policy  Series  79,  November 

1945)- 


in  1932  Britain  abandoned  its  free  trade  policy  and 
also  adopted  a  general  tariff.  Shortly  thereafter  a 
general  preferential  system  was  established  through¬ 
out  the  British  Empire  and  Commonwealth  of  Na¬ 
tions.  Similar  action  followed  in  other  countries. 
Germany  took  recourse  to  rigorous  exchange  con¬ 
trols.  France  made  use  of  import  quotas,  and  re¬ 
gional  trading  pacts  were  attempted  in  Latin 
America,  the  Scandinavian  countries  and  the  Baltic 
states. 

It  is  this  system  of  trade  with  its  many  restric¬ 
tions  which  the  United  Nations  will  now  attempt 
to  alter.  Since  the  United  States  is  now  the  world’s 
leading  economic  power,  it  is  important  to  know 
why  this  country  finds  it  advantageous  to  support  a 
freer  trade  program  at  this  time.  The  ITC)  and 
the  proposed  trading  system  must  also  be  appraised 
in  the  light  of  the  difficulties  that  may  be  en¬ 
countered  in  gaining  adoption  of  the  program  by 
other  United  Nations.  For  the  United  States,  ex¬ 
pansion  of  world  trade  and  its  liberation  from  re¬ 
strictions  on  the  terms  announced  by  the  Proposals 
are  in  line  with  the  tradition  recently  developed 
under  the  Reciprocal  Trade  Agreements  Act,  spon¬ 
sored  by  former  Secretary  of  State  Cordell  Hull, 
and  extended  in  1945.^  Liberalization  of  trade 
through  multilateral  agreement  to  reduce  the  ex¬ 
isting  network  of  restrictions  is  also  in  accordance 
with  the  plan  for  promoting  world  economic  re¬ 
covery  first  presented  in  the  Atlantic  Charter  in 
1941,  and  later  embodied  in  the  Master  Lend- 
Lease  Agreements.  In  the  latter  agreements  the 
countries  receiving  United  States  lend-lease  sup¬ 
plies  bound  themselves  in  Article  VII  to  settle  final 
claims  thereunder  on  terms  which  would  not  bur¬ 
den  commerce,  but  would  promote  mutually  ad¬ 
vantageous  economic  relations  and  the  betterment 
of  world-wide  economic  conditions.^ 

2.  See  New  York^  Times,  June  2i,  1945.  Under  the  authority 
of  the  Doughton  reciprocal  trade  bill,  which  became  law  on 
June  20,  1945,  the  President  was  granted  power  to  reduce  tariffs 
50  per  cent  below  levels  existing  on  January  i,  1945. 

3.  See  Twenty-First  Report  to  Congress  on  Lend-Lease  Opera¬ 
tions  for  the  Period  Ended  September  jo,  1945  (Washington, 
Government  Printing  Office,  1946),  pp.  63-64. 
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It  is  the  hope  of  the  United  States  government 
that  many  of  the  trade  barriers  established  during 
the  interwar  years  may  be  substantially  reduced 
by  the  new  trading  agreement  and  by  the  measures 
to  be  adopted  in  the  future  by  the  ITO.  A 
broad  agreement  is  sought  to  foster  a  high  and 
stable  level  of  employment  in  all  countries,  to  re¬ 
duce  all  tariffs  where  possible  simultaneously,  to 
loosen  financial  restrictions  within  economic  blocs 
such  as  the  British  sterling  area,  to  allow  the  new 
trade  body  to  hear  complaints  about  private  cartel 
agreements  which  tend  to  limit  competition  abroad, 
and  to  provide  for  closer  regulation  of  commodity 
controls  in  the  public  interest. 

The  United  States  is  not  the  only  country  which 
stands  to  gain  much  benefit  from  trade  expansion 
under  such  a  program.  At  the  same  time  it  is  the 
major  economic  nation  most  able  at  present  to  de¬ 
velop  its  foreign  economic  policy  on  a  freer  trade 
basis.  This  country  has  emerged  from  the  war 
with  a  vastly  expanded  productive  plant,  and  it 
has  become  apparent  that  if  great  displacement  of 
capital,  labor  and  equipment  resulting  in  serious 
dislocation  is  to  be  avoided  in  this  country,  more 
foreign  markets  will  be  needed,  especially  for  heavy 
capital  goods.  The  necessity  for  such  exports  is  sel¬ 
dom  appreciated  because  of  the  mistaken  notion 
that,  since  our  total  foreign  trade  has  only  averaged 
from  about  6  to  lo  per  cent — for  imports  and  ex¬ 
ports,  respectively — of  all  goods  consumed  or  pro¬ 
duced  in  the  United  States,  sales  and  purchases 
abroad  are,  therefore,  of  little  importance.^  Yet  cur¬ 
rent  estimates  indicate  that  many  heavy  industries 
are  greatly  expanded  beyond  normal  consumption 
capacity  in  the  United  States,  such  as  steel  produc¬ 
tion,  manufacture  of  industrial,  automotive,  trans¬ 
port  and  construction  equipment,  and  machine 
tool  manufacture  especially,  and  even  certain  min¬ 
ing  enterprises.  Agricultural  products  like  cotton 
and  tobacco  are  also  in  oversupply.  In  many  of 
these  commodities  exports  have  usually  averaged 
well  above  lo  per  cent  of  our  total  output.  In  the 
years  immediately  before  World  War  II,  for  ex¬ 
ample,  about  15  per  cent  of  our  total  production 
of  industrial  machinery,  automobiles  and  farm 
implements  were  exported,  while  nearly  54  per 
cent  of  our  refined  copper,  and  about  30  per  cent 
of  our  raw  cotton  and  leaf  tobacco  were  sold 
abroad.’  Thus  unless  reconversion  plans  can  be 
executed  in  such  a  way  as  to  maintain  present 

4.  Sec  Amos  K.  Taylor,  The  "Ten  Per  Cent"  Fallacy  (New 
York,  Committee  on  International  Economic  Policy,  December 

1945)- 

5.  See  Department  of  Commerce,  Foreign  Trade  of  the  United 
States,  Calendar  Year  1938,  Part  I,  Summary,  p.  61. 
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production  levels  in  these  fields,  serious  internal 
economic  difficulties  will  develop. 

CAPITAL  GOODS  EXPORTS 

It  must  be  pointed  out  that  this  reasoning  is 
based  on  an  acceptance  of  the  present  American 
economic  structure.  The  contention  may  be  made 
that  this  country  could  absorb  the  full  potential 
output  of  our  capital  goods  industry,  if  our  own 
further  industrial  development  were  encouraged. 
But  such  expansion  would  doubtless  entail  more 
state  economic  planning  than  is  now  feasible  in 
the  United  States.  Aside,  therefore,  from  such  con¬ 
siderations,  the  need  to  avoid  production  declines 
and  hence  employment  cuts  in  important  United 
States  industries  will  act  as  a  spur  to  encourage 
those  who  plan  in  terms  of  expanding  foreign 
outlets.  In  those  industries  where  expanding  mar¬ 
kets  abroad  are  most  needed  to  support  produc¬ 
tion  here,  the  United  States  finds  itself  following 
the  fundamental  tenets  of  the  free  trade  theory. 
It  is  in  heavy  capital  goods  industries  that  this 
country  stands  preeminent.  Of  all  nations  it  pro¬ 
duces  more  economically  the  very  products  for 
which  export  markets  are  now  needed,  and  thus 
has  a  relative  advantage  in  the  capital  goods  sphere 
of  foreign  trade.^ 

United  States  championship  of  trade  expansion 
will,  therefore,  serve  our  present  need  to  export. 
Yet  administrative  officials  in  Washington  recog¬ 
nize  that  a  great  exporting  nation  must  also  im¬ 
port.  The  new  program  of  freer  trade  will  prove 
feasible  only  if  other  countries  are  able  to  earn 
enough  dollars  from  year  to  year  to  buy  Ameri¬ 
can  goods  so  that  we  can  maintain  our  planned 
export  expansion.  It  is  estimated  that  foreign  na¬ 
tions  hold  about  thirty  billion  dollars  in  gold  and 
dollar  balances.  Much  of  this  amount,  especially  in 
South  America,  has  been  accumulated  during  the 
war.  These  foreign  dollar  holdings,  a  large  percen¬ 
tage  of  which  are  in  liquid  form,  will  aid  greatly 
in  payments  for  American  goods  in  the  immediate 
future.^ 

NEED  TO  EXPAND  IMPORTS 

Future  calculations,  however,  must  include  a 
more  intensified  import  program  and  an  extensive 
foreign  investment  policy  for  the  United  States. 
For  the  purpose  of  increasing  foreign  lending  the 
United  States  has  pledged  its  full  participation  in 
the  International  Monetary  Fund  and  the  Inter¬ 
national  Bank  for  Reconstruction  and  Develop- 

6.  See  Howard  P.  Whidden,  “U.S.  Foreign  Trade  and  World 
Economy,”  Foreign  Policy  Reports,  August  i,  1944,  pp.  124-25. 

7.  See  New  York,  Times,  October  3,  1945. 
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mcnt.®  These  agencies,  in  the  opinion  of  the  Ameri¬ 
can  government,  form  a  necessary  part  of  the 
United  Nations  action  for  world  economic  recov¬ 
ery.  When  plans  for  the  Fund  and  Bank  were  first 
drafted  much  criticism  was  heard,  especially  in 
Britain,  that  it  was  futile  to  attempt  to  plan  for 
exchange  stabilization  through  a  monetary  fund 
or  for  foreign  lending  through  any  world  bank 
until  the  broader  question  of  the  future  trading 
system  had  been  determined  Now  the  existing 
world  financial  institutions  and  the  proposed  world 
trade  body  emerge  as  parallel  organizations  for  the 
development  of  the  freer  trade  system  outlined  by 
the  present  Proposals.  In  addition,  within  the 
Washington  Administration  an  inter-departmental 
loan  committee  has  functioned  since  July  31,  1945, 
when  Congress  adopted  the  Bretton  Woods  Agree¬ 
ments  Act,  in  order  to  study  the  problem  of  for¬ 
eign  investment.^  To  date  the  recommendations 
of  the  National  Advisory  Council  on  International 
Monetary  and  Financial  Problems  have  favored 
increased  United  States  lending  either  through 
additional  resources  and  powers  granted  to  the 
Export-Import  Bank  or  through  Treasury  loans 
such  as  the  British  loan  or  line  of  credit  of  $3,750,- 
000,000  now  before  Congress.*®  This  loan  will 
not  only  aid  in  restoring  Britain  to  the  position  of 
one  of  the  great  trading  nations  of  the  world; 
if  the  credit  is  extended  many  restrictions  which 
Britain  and  other  sterling  area  countries  have  em¬ 
ployed  in  trading  with  the  United  States  during 
the  war  will  also  be  loosened.**  Extension  of  this 
credit,  according  to  the  Washington  administra¬ 
tion  view,  is  the  most  crucial  link  in  the  world 
trading  program  now  proposed,  and  although  the 
largest,  it  is  but  one  among  many  government 
loans  that  constitute  our  foreign  investment  pro¬ 
gram.  The  British  loan,  however,  is  not  considered 
a  precedent  for  other  loans  of  such  magnitude.*** 
While  the  United  States  can  afford  a  gap  in 
what  must  otherwise  be  a  normal  balance  between 
exports  and  imports  because  of  its  present  ability 

8.  See  Eleanor  Lansing  Dulles,  “Bretton  Woods  Monetary  Con¬ 
ference,”  Foreign  Policy  Reports,  September  i,  1944. 

9.  See  Public  Law  171,  79th  Congress,  and  New  York.  Times, 
February  18,  1946,  for  description  of  the  work  of  the  Advisory 
Council.  See  also  “Statement  of  the  Foreign  Loan  Policy  of  the 
United  States  Government,”  by  the  National  Advisory  Council 
on  International  Monetary  and  Financial  Problems,  March  i, 
1946. 

10.  See  Willard  L.  Thorp,  “The  Necessity  for  Foreign  Invest¬ 
ment,”  Department  of  State,  Bulletin,  November  25,  1945, 
pp.  829-32;  and  “General  Policy  Statement  of  the  Export-Import 
Bank,”  ibid.,  September  23,  1945,  pp.  441-46. 

11.  For  description  of  Sterling  Area  Controls  and  terms  of 
Anglo-American  loan  agreement  by  which  they  are  to  be  re¬ 
laxed,  see  p.  12,  below. 

1 1  a.  See  speech  by  Secretary  of  State  James  F.  Byrnes  to  the 
Foreign  Policy  .Association,  New  York  Times,  February  22,  1946. 
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to  invest  abroad,  it  would  aid  world  prosperity  in 
even  greater  measure  by  directly  raising  its  import 
totals.  Like  Britain  in  its  heyday  as  a  great  creditor 
nation,  this  country  may  pay  for  its  imports 
pardy  through  capital  exports;  but  on  a  long-term 
basis  the  expanded  export  market  it  needs  will  be 
available  only  if  traders  in  those  areas  can  gain 
dollar  balances  by  their  own  sales  in  the  United 
States.  Our  previous  lack  of  interest  in  imports  has 
been  due  mainly  to  our  relative  self-sufficiency, 
and  we  have  never  thought  automatically  in  terms 
of  balancing  our  export-import  trade.  Tariff  re¬ 
ductions  and  lessening  of  other  trade  barriers  as 
outlined  in  the  new  trade  Proposals  will,  of  course, 
increase  American  imports.  But  it  is  at  this  point 
that  opposition  may  be  expected  to  arise  to  the 
full  trade  program  now  sponsored  by  the  Wash¬ 
ington  administration. 

The  intention  to  increase  our  import  trade,  al¬ 
though  implicit  in  the  new  Proposals,  has  gained 
little  ground.  Renewal  and  expansion  of  the  au¬ 
thority  to  make  further  trade  agreements  gives 
hope  that  there  is  justification  for  planning  for  in¬ 
creased  imports.  But  some  industries  will  suffer 
from  serious  dislocations  if  tariffs  are  reduced  or 
if  an  import  drive  is  undertaken.  Extensive  gov¬ 
ernment  planning  is  at  present  very  unpopular  in 
the  United  States,  yet  much  state-directed  adapta¬ 
tion  is  needed  to  allow  for  changeover  of  capital 
and  labor  from  relatively  uneconomic  industries 
to  other  enterprises  where  the  United  States  en¬ 
joys  a  more  advantageous  world  position.  On  the 
other  hand,  certain  industries  will  oppose  in¬ 
creased  imports  if  this  means  that  America’s  out¬ 
put — in  textile  manufacturing  for  example — will  be 
reduced.  These  industries  argue  that  such  a  devel¬ 
opment  might  endanger  the  nation’s  self-sufficiency 
in  case  war  threatens. 

This  necessarily  brief  statement  of  America’s 
reasons  for  favoring  the  new  trade  program  and 
the  difficulties  that  may  be  anticipated  in  gaining 
full  acceptance  of  it  at  home  emphasize  a  cru¬ 
cial  need — and  that  is  that  United  States  production 
and  employment  must  be  maintained  at  a  high 
level. Unemployment  threatens,  as  noted  above, 
in  certain  heavy  goods  industries  unless  export 
markets  are  available.  Expanded  exports  must,  in 
turn,  be  paid  for  by  imports  to  an  extent  not 
otherwise  financed  by  foreign  investments.*^  All 
interwar  trade  statistics  demonstrate  the  direct  re- 

12.  Sec  Statement  by  Secretary  of  State  James  F.  Byrnes,  "Full- 
Employment  Bill  of  1945,”  Department  of  State,  Bulletin, 
August  26,  1945,  pp.  279-80. 

13.  It  is  difficult  to  determine  just  how  far  any  creditor  na¬ 
tion  may  go  in  a  program  of  continuous  lending.  Without  vio¬ 
lent  economic  breakdowns  a  credit  structure  of  significant  pro¬ 
portions  could  doubtless  be  sustained  for  many  decades  at  the 
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f  lationship  between  the  level  of  prosperity  in  the 

r  United  States  and  its  volume  of  imports.  Imports 
contribute  to  and  are  essential  for  full  employment, 
I  and  it  is  doubtful  under  present  circumstances 
f  whether  full  operation  of  America’s  major  indus- 

1  tries  can  be  assured  if  greater  imports  are  not 
forthcoming.  Yet  it  cannot  be  predicted  with  cer¬ 
tainty  that  America  will  be  able  to  surmount  all  of 

(its  domestic  economic  difficulties  and  thus  main¬ 
tain  full  employment. 

Haunted  by  the  catastrophic  world-wide  effects 
of  the  1929  financial  debacle  in  the  United  States, 
I  other  nations  may  not  wish  to  repeat  the  experi¬ 
ence  of  having  to  devise  hurried  emergency  meas- 
r  ures  to  overcome  resulting  depressions  in  their  own 
I  economies.  For  however  logical  a  freer  trade  pro- 
-  gram  may  appear  for  the  United  States,  other 
*  countries  believe  that  the  main  economic  trends 
.  of  the  future  are  moving  more  toward  government 
£  planning  and  control  rather  than  less  as  is  widely 

P  hoped  here.  Because  other  nations  fear  the  ef¬ 

fects  of  an  American  slump,  they  will  accept  the 
new  trade  program  only  with  great  hesitancy. 
And  any  final  judgments  about  the  possibility  of 
I  realizing  the  Proposals  sponsored  chiefly  by  the 
1  United  States  can  be  reached  only  after  studying 
the  foreign  economic  policy  of  other  nations. 

BRITAIN’S  CRUCIAL  POSITION 

i:  Few  nations  are  more  cautious  than  Britain 

about  risking  a  policy  of  more  liberal  trade  under 
existing  circumstances.  Britain’s  economic  difficul- 

Ities  are  by  now  well  known  as  a  result  of  recent 
discussion  in  connection  with  the  necessity  for  the 
[  $3,750,000,000  loan  or  line  of  credit  awaiting  the 

approval  of  the  American  Congress.*”*  It  is  now 
F  clear  that  Britain,  formerly  the  leading  financial 
'  nation,  whose  economy  is  also  most  vitally  de- 
■  pendent  on  foreign  trade,  finds  its  economic  posi- 
^  tion  seriously  damaged,  largely  as  a  direct  result 
of  its  war  effort.  But  even  before  World  War  II 
^  there  were  many  indications  of  a  weakening  of 
P  Britain’s  economic  power.*'  Not  all  of  Britain’s  in¬ 
dustries  have  kept  pace  with  modern  methods  in 
I  recent  years,  and  the  wartime  program  of  liquidat¬ 
ing  foreign  investments  was  also  underway  before 


^  world  level,  as  well  as  within  any  single  national  economy.  Any 
nation  must  in  the  long  run,  however,  earn  foreign  currencies 
to  pay  its  debts.  New  loans  to  service  former  ones  have  usually 
led  to  an  impasse  such  as  occurred  in  connection  with  repara¬ 
tions  and  war  debts  after  World  War  I. 

14.  Sec  Anglo-American  Financial  and  Commercial  Agree- 
^  ments  (Washington,  D.C.,  Department  of  State,  Commercial 
Policy  Scries  80,  December  1945). 

P  15.  See  Alfred  E.  Kahn,  Great  Britain  in  the  World  Economy 
I  (New  York,  Columbia  University  Press,  1946). 


World  War  II.  But  during  the  war,  Britain  made 
vast  overseas  expenditures,  including  purchases  of 
American  war  goods  before  the  lend-lease  pro¬ 
gram  was  begun  and  military  expenditures  in  the 
Middle  East  and  India.  Following  the  inaugura¬ 
tion  of  lend-lease,  Britain  was  able  to  withdraw 
men  from  the  export  industries  for  service  in  the 
armed  forces  or  other  war  plants  and  thus  to  re¬ 
duce  the  nation’s  export  trade  to  one-third  of  its 
pre-war  normal  volume.  Shipping  and  other  com¬ 
mercial  receipts  also  dwindled  significantly  dur¬ 
ing  the  war. 

Being  unable  to  supply  exports  to  pay  for  heavy 
wartime  expenditures,  Britain  largely  financed  its 
imports  by  selling  overseas  investments  and  by  in¬ 
curring  a  huge  overseas  debt.  It  is  estimated  that 
overseas  securities  amounting  to  $4,500,000,000  have 
either  been  sold  abroad  or  repatriated  during  the 
war.  And  external  liabilities  have  increased  to  about 
$13,500,000,000  arising  largely  through  blocked  ster¬ 
ling  operations,  since  payments  for  imports  bought 
from  sterling  area  countries  were  deposited  in 
London  on  account.*^  Yet  the  structure  of  the 
British  economy — with  its  great  dependence  on  for¬ 
eign  trade — has  remained  the  same.  It  is  now  esti¬ 
mated  that,  in  order  to  pay  for  vital  food  imports 
for  its  people  and  raw  materials  for  its  factories, 
the  nation  must  increase  exports  about  seventy-five 
per  cent  above  pre-war  levels.*^ 

All  parties  and  all  statesmen  in  Britain  agree 
that  this  program  of  trade  expansion  is  essential. 
Under  no  circumstances  is  realignment  of  the 
country’s  economy  and  expansion  of  its  exports 
possible,  however,  without  continuation  of  many 
present  state  controls.  In  the  general  election  of 
July,  1945,  the  British  people  entrusted  to  the  Labor 
government  the  task  of  converting  their  economy 
to  a  peacetime  basis.  The  party  now  in  power  has 
long  favored  state  economic  controls,  and  is  pre¬ 
pared,  therefore,  to  exercise  such  controls  for  the 
purpose  of  restoring  Britain’s  foreign  economic 
position.  But  regardless  of  political-economic  doc¬ 
trines,  any  government  in  London  would  have 
to  continue  state  controls  to  a  significant  degree 
in  order  to  bring  Britain  through  its  present  eco¬ 
nomic  crisis.  Any  government  would  also,  through 
sheer  necessity,  have  to  insist  in  international  coun¬ 
cils  on  an  interim  period  during  which  it  might 
— with  proper  financial  aid  from  the  United  States 

16.  See  Statistical  Material  Presented  During  the  Washington 
Negotiations  (Washington,  D.C.,  British  Information  Services, 
December  1945). 

17.  See  Britain's  Financial  Position  (New  York,  British  In¬ 
formation  Services,  December  10,  194s),  summary  of  the  White 
Paper,  “Statistical  Material  Presented  During  Washington  Nego¬ 
tiations,”  (Cmd.  6707),  published  on  December  8,  1945. 
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— hope  to  improve  its  long-term  foreign  economic 
prospects.*® 

LOAN  TO  BRITAIN 

In  need  of  foreign  exchange,  especially  dollars, 
the  British  first  hoped  that  after  the  cessation  of 
lend-lease  they  might  find  America  willing  to  pro¬ 
vide  them  with  an  outright  dollar  grant.  This 
proved  impossible,  and  instead  came  the  loan 
agreement,  which  was  announced  simultaneous¬ 
ly  with  the  new  trading  Proposals  and  prepara¬ 
tions  for  the  coming  ITO  conference.  The  loan 
was  made  on  a  commercial  basis,  requiring  repay¬ 
ment  over  fifty  years  to  begin  five  years  hence, 
and  with  an  interest  rate  averaging  just  below  two 
per  cent  annually.  But  agreement  on  the  future 
world  trade  program  and  sponsorship  of  the  ITO 
in  cooperation  with  the  United  States  also  repre¬ 
sent  part  of  the  quid  pro  quo  which  American 
negotiators  sought  from  the  British. 

Because  of  the  special  significance  of  British 
wartime  financial  controls,  the  broader  concessions 
made  by  London  in  the  loan  agreement  must  be 
outlined.  Britain  agrees  under  the  loan  terms  to 
abolish  within  one  year  the  wartime  controls  of 
the  sterling  area  dollar  pool  so  that  countries  like 
India  or  Egypt  may  use  dollars  earned  through 
exports  to  the  United  States  for  purchases  in  this 
country.  Convertibility  of  the  pound  is  also  as¬ 
sured  under  the  loan  within  a  year,  so  that  ex¬ 
change  earned  in  current  transactions  where  ster¬ 
ling  area  countries  export  to  Britain  may  be  con¬ 
verted  into  dollars  if  so  desired.  Part  of  the  blocked 
sterling  balances  in  London  are  to  be  made  im¬ 
mediately  convertible  into  dollars  if  the  loan  is 
granted,  although  Britain  will  not,  according  to 
the  agreement,  use  proceeds  of  the  loan  itself  to 
liquidate  these  blocked  sterling  debts.  Another 
portion  of  these  funds  are  to  be  released  after  an 
interim  period,  and  it  is  hoped  that  the  remainder 
may  be  funded  on  a  basis  not  harmful  to  trade  or 
partially  written  off  on  analogy  to  the  settlements 
of  lend-lease  obligations.  Britain  also  agrees  to  ad¬ 
minister  its  import  controls  in  such  a  way  that 
there  will  be  no  discrimination  against  American 
products. 

As  was  true  under  the  Bretton  Woods  accord 
on  the  International  Monetary  Fund  and  the  Inter¬ 
national  Bank  for  Reconstruction  and  Develop¬ 
ment,  it  is  apparent  that  Britain  has  qualified  its 
acceptance  of  the  new  loan  and  its  pledge  to  work 
toward  freer  trade  practices  with  the  proviso  that 
an  interim  period  be  specified  during  which  no 

1 8.  See  Keith  Hutchison,  Rival  Partners  (New  York,  Mac¬ 
millan,  1946);  and  George  Soule,  America’s  Stak^e  in  Britain’s 
Future  (New  York,  Viking  Press,  1945). 


interest  need  be  paid  on  the  loan,  and  Britain  I 
meanwhile  may  gradually  proceed  to  lower  its  trade  I 
barriers  and  sterling  exchange  regulations.  The  1 
American  loan  of  $3,750,000,000  and  a  similar  i 
smaller  loan  of  $1,250,000,000  from  Canada,  agreed  | 
to  on  March  6,  1946,  will  aid  Britain  in  accom-  I 
plishing  these  objectives.*^  But  ultimately  Britain  I 
must  depend  on.  its  ability  to  reconvert  its  home 
economy  to  a  point  where  proper  proportions  of 
its  capital  and  labor  can  be  channeled  into  export 
industries,  and  on  the  nation’s  ability  to  expand  its 
markets  abroad. 

Britain’s  alternative 

These  efforts  alone  will  tax  Britain  to  the  utmost,  ■ 
yet  the  country’s  chief  alternative  lies  precisely  in  I 
the  opposite  direction  from  that  sought  under  the  I 
ITO  trade  expansion  program.  What  is  so  signifi¬ 
cant  about  this  possible  second  choice,  which  is  I 
nothing  less  than  continuation  and  reinforcement  » 
of  all  former  trade  and  financial  controls,  is  that  I 
it  would  not  be  contrary  to  trends  already  well  I 

established  in  Britain’s  economic  life.  The  drive  , 
toward  an  autarchic  trading  system  could  easily  I 
proceed  on  the  basis  of  present  British  practice.  I 
Recognizing  this,  Britain  would  nevertheless  pre-  I 
fer  to  abide  by  freer  trade  principles  as  much  as  | 

possible  now  and  surely  in  the  future.  The  crux  of  i 

either  alternative  remains  the  necessity  for  expan-  I 
sion  of  trade,  especially  exports.  Otherwise  Britain  ■ 
can  maintain  only  a  low  standard  of  living,  with  ^ 
litttle  thought  of  successfully  embarking  on  the  I 
vast  public  educational,  social  and  economic  re-  I 
forms  now  anticipated  under  the  Labor  govern-  | 
ment.^®  1 

Britain  therefore  recognizes  that  ultimate  sue-  1 
cess  at  home  and  abroad  depends  on  world  trade  I 

expansion.  If  its  own  problem  may  be  stated  popu-  1 

larly  as  the  necessity  to  import  or  die,  and  therefore  I 
the  necessity  to  export,  the  world’s  problem  is  that  I 
of  enlarging  the  trade  pie  so  that  Britain  as  well  ^ 
as  other  countries  wishing  to  export  more  may 
share  the  expanded  trade  together  and  in  peace. 
Otherwise  Britain  must  develop  its  trade  alone  or 
in  company  only  with  those  states  which  will  enter 
its  economic  orbit.  Faced  with  this  dilemma,  Brit¬ 
ain  will  attempt  to  enhance  its  own  position  as  a 
major  trading  nation,  if  forced  to  do  so,  by  further 
controlled  trading  and  by  drawing  the  sterling 
area  into  a  permanently  closed  financial  unit.^* 

19.  See  New  Yorf(  Times,  March  7,  1946.  The  Canadian  loan 
is  contingent  on  United  States  approval  of  its  loan. 

20.  See  Grant  S.  McClellan,  “A  New  Britain  Under  Labor?” 
Foreign  Policy  Reports,  November  15,  1945. 

21.  Sec  ‘‘The  Sterling  Area,”  International  Reference  Service, 
Washington,  D.C.,  Department  of  Commerce,  November  1945* 
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Such  an  economic  grouping  could  easily  set  the  pat¬ 
tern  for  the  future  world  economy.  Just  how  diffi¬ 
cult  it  may  prove  for  Britain  to  adhere  to  the  new 
trade  program  and  why,  on  the  other  hand,  Amer¬ 
ica  finds  it  so  favorable  to  its  interests  can  best 
be  indicated  by  a  brief  analysis  of  the  detailed  trad¬ 
ing  terms  outlined  in  the  new  Proposals  for  ex¬ 
panding  world  trade  and  employment. 

NEW  ECONOMIC  CHARTER 

The  new  trade  Proposals  are  broad  in  scope  and 
state  as  their  goal  the  achievement  of  economic  se¬ 
curity  in  order  to  assure  a  peaceful  world.  Four 
international  economic  pitfalls  lie  ahead,  accord¬ 
ing  to  the  sponsors  of  the  new  trading  terms: 
the  danger  that  violent  depressions  will  recur,  that 
discriminatory  state  trading  restrictions  will  in¬ 
crease,  that  private  cartel  activities  may  grow,  and 
that  inter-government  commodity  controls  may 
arise  on  a  discriminatory  basis.  No  specific  agree¬ 
ment  is  sought  at  this  time  on  methods  to  avoid 
periodic  depressions.  But  it  is  hoped  that  the 
conference  can  reach  a  general  understanding  that 
each  country  should  seek  on  its  own  account  to 
maintain  full  and  regular  production — not,  how¬ 
ever,  by  a  program  of  prohibiting  imports  or  sub¬ 
sidizing  exports  which  would  prove  harmful  to 
other  nations,  and  thus  cancel  out  mutual  efforts 
toward  expanding  world  trade.  In  order  eventually 
to  deal  with  the  other  three  problems,  the  proposed 
ITO  will  have  under  its  jurisdiction  appropriate 
Commissions  to  study  and  advise  the  various  na¬ 
tions  about  them.  The  three  Commissions  now  sug¬ 
gested  are:  Commission  on  Commercial  Policy, 
Commission  on  Business  Practices,  and  the  Com¬ 
modity  Commission. 

LIFTING  TRADE  RESTRICTIONS 

The  drafters  of  the  Proposals  have  adequately 
summarized  the  general  principles  of  commercial 
policy  on  which  agreement  is  sought.  They  point 
out  first  that  “Governments  have  restricted  the  free¬ 
dom  of  traders  by  many  measures  and  for  many 
reasons.  They  will  continue  to  do  so.  No  gov¬ 
ernment  is  ready  to  embrace  ‘free  trade’  in  any 
absolute  sense.  Nevertheless,  much  can  usefully  be 
done  by  international  agreement  toward  reduction 
of  governmental  barriers  to  trade.  .  .  .  What  is 
needed  is  a  broad  and  yet  detailed  agreement, 
among  many  nations,  dealing  at  one  time  with 
many  different  sorts  of  governmental  restrictions 
upon  trade,  reducing  all  of  them  at  once  on  a  bal¬ 
anced  and  equitable  basis,  and  stating  rules  and 
principles  within  which  the  restrictions  permitted 
to  remain  should  be  administered.  .  .  . 
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“The  Proposals  now  published  afford  a  basis  on 
which  agreement  might  be  reached.  Rules  are  sug¬ 
gested  to  limit  quotas  and  embargoes  to  carefully 
defined  cases  and  to  avoid  discrimination  in  their 
application.  Provision  is  made  for  the  substantial 
reduction  of  tariffs  and  the  elimination  of  tariff 
preferences.  Local  taxes  on  important  products 
would  be  limited  to  rates  no  higher  than  those 
levied  on  like  products  produced  at  home.  Agen¬ 
cies  of  governments  conducting  foreign  trade 
would  be  asked  to  give  fair  treatment  to  the  com¬ 
merce  of  friendly  states,  to  make  their  purchases 
and  sales  on  economic  grounds,  and  to  avoid  using 
a  monopoly  of  imports  to  afford  excessive  protec¬ 
tion  to  domestic  producers.”^^ 

Recommendations  concerning  all  matters  falling 
within  the  general  province  of  commercial  policy 
will  naturally  be  the  function  of  the  Commercial 
Policy  Commission  which  will  advise  the  Execu¬ 
tive  Board  of  the  ITO.  What  is  most  significant 
about  the  agreement,  which  it  is  hoped  may  be 
reached  on  reducing  tariff  scales  generally,  is  not 
only  its  broad  range,  but  full  recognition  that 
trade  restrictions  can  be  lifted  only  in  connec¬ 
tion  with  general  reductions  of  trade  barriers. 
Obviously  this  is  a  task  that  can  not  be  accom¬ 
plished  at  once,  and  will  call  for  much  study  and 
the  continued  oversight  of  the  Commercial  Policy 
Commission.  One  clearly  defined  escape  clause  in 
relation  to  tariff  reductions  is  included  jn  the  Pro¬ 
posals,  which  will  allow  countries  “to  take  tem¬ 
porary  action  to  prevent  sudden  and  widespread 
injury  to  the  producers  concerned,”  where  to  lower 
tariffs  would  precipitate  such  injury.^^ 

In  addition  to  the  above  summary  on  commer¬ 
cial  policy  it  should  be  noted  that  the  Proposals 
also  provide,  at  various  points,  for  an  interim 
period  before  full  implementation  of  their  aims  is 
to  be  accomplished.  This  is  a  realistic  approach  in 
view  of  controls  established  during  the  war  in 
many  countries,  which  must  be  maintained  in 
order  to  insure  adequacy  of  imports  of  the  neces¬ 
sary  character  if  the  particular  nation  in  question 
is  satisfactorily  to  surmount  its  postwar  reconstruc¬ 
tion  problems.  For  many  of  the  same  reasons, 
nations  suffering  from  an  adverse  balance  of  in¬ 
ternational  payments  may  invoke  certain  quanti¬ 
tative  import  restrictions  under  the  proposed  terms 
for  an  interim  period.  But  these  qualifications  of 
the  principle  of  advancing  multilateral  trade  as 
much  as  possible  during  the  interim  period  are  to 
be  undertaken  on  a  non-discriminatory  basis,  and 
in  no  event  to  be  more  restrictive  in  effect  than 

22.  See  Proposals,  cited,  pp.  2-3. 

23.  Sec  ibid.,  p.  13. 
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similar  measures  applicable  under  the  interim  pro¬ 
visions  of  the  International  Monetary  Fund  Agree¬ 
ment  now  in  force  among  over  forty  nations.  The 
Proposals  suggest  that  the  ITO  and  the  Interna¬ 
tional  Monetary  Fund  have  a  common  member¬ 
ship.  Thus  it  is  hoped  that  trade  restrictions  and 
discriminations  imposed  through  exchange  tech¬ 
niques,  such  as  are  afforded  by  blocked  currencies 
or  competitive  devaluation,  may  be  avoided. 

SUPERVISION  OF  CARTELS 

The  Proposals  recognize  that  trade  restrictions 
may  result  from  private  business  agreements  seek¬ 
ing  to  obtain  the  unfair  advantage  of  monopoly 
through  the  organization  and  operations  of  car¬ 
tels.  In  order  to  overcome  the  effects  of  private 
restrictions  which  restrain  competition  by  fixing 
common  selling  prices,  dividing  markets,  curtail¬ 
ing  production  and  the  like,  the  Proposals  sug¬ 
gest  that  the  ITO  be  empowered  to  receive  com¬ 
plaints  concerning  cartel  practices,  to  obtain  facts 
about  such  cases,  and  to  advise  the  appropriate 
members  of  the  Organization  as  to  the  remedies 
that  may  be  required.  The  Commission  on  Business 
Practices  will  serve  this  purpose. 

In  view  of  the  very  active  discussion  in  recent 
years  about  the  cartel  question,  including  revela¬ 
tions  both  in  judicial  litigation  in  this  country 
and  abroad  concerning  the  activities  of  German- 
dominated  cartels  before  the  war,  it  is  surprising 
that  the  proposals  about  such  business  practices 
go  little  beyond  the  supervisory  stage.  Interna¬ 
tional  regulation  of  cartels  and  combines  under 
these  Proposals  is  hardly  anticipated.  But  the  Pro¬ 
posals  do  suggest  that  the  ITO  be  empowered  to 
call  on  member  nations  for  information,  to  recom¬ 
mend  that  they  take  specified  action,  and  require 
that  they  report  on  such  action.  It  would  also  be 
authorized  to  undertake  studies  on  its  own  initia¬ 
tive,  to  call  conferences  of  member  nations,  and  to 
recommend  adoption  of  uniform  national  stand¬ 
ards.  Member  nations  would  undertake  to  make 
individual  and  concerted  efforts  to  curb  restrictive 
business  practices  in  international  trade.  The  ITO 
is  to  hear  complaints  from  member  states  in  cases 
where  injury  arises,  or  even  from  commercial  en¬ 
terprises  within  given  national  jurisdictions,  if  the 
country  involved  so  allows.  This  complaint  pro¬ 
cedure  may,  in  due  course,  become  very  effective. 
It  is  proposed  as  a  workable  technique  of  super¬ 
vision,  and  it  is  thought  that  it  will  prove  a  more 
effective  method  of  shedding  light  on  cartels  than 
any  attempt  at  pre-registration  of  all  such  interna¬ 
tional  business  agreements.  Pre-registration  at  this 
juncture  would  be  almost  impossible  to  include  in 


any  international  trade  convention.^"* 

Little  coercive  action  is  anticipated  with  respect 
to  cartel  practices.  Here  again,  however,  the  draf¬ 
ters  have  doubtless  faced  realities.  Private  con¬ 
cerns  in  those  nations  where  relative  economic 
freedom  prevails  will  hardly  acquiesce  in  regula¬ 
tions  more  stringent  at  the  international  level  than 
those  now  imposed  by  their  home  state.  Certain 
leading  trading  nations,  especially  Britain,  have 
never  viewed  this  type  of  business  arrangement 
with  as  much  severity  as  the  United  States.  Al¬ 
though  the  present  British  Labor  government  is 
moving  toward  further  regulation  of  some  business 
combines,  at  the  same  time,  under  increasing  so¬ 
cialization,  monopolization  itself  is  being  fostered. 
In  the  foreign  field  this  is  especially  true  in  Britain 
as  indicated  by  the  creation  of  three  government- 
directed  foreign  aviation  transport  lines.^’  While 
the  Labor  Cabinet  will  hardly  favor  monopoliza¬ 
tion  detrimental  to  the  public  welfare,  such  or¬ 
ganizations — as  in  the  case  of  Russian  state  monop¬ 
olies — will  be  used  both  at  home  and  abroad  for 
protection  of  the  nation’s  economic  interests. 

COMMODITY  CONTROLS 

The  success  of  the  new  trade  institution,  how¬ 
ever,  will  not  be  measured  for  some  time  to  come 
by  its  powers  of  supervision  or  regulation  over 
private  business  agreements.  Those  may  in  fact  be 
the  last  to  be  brought  under  adequate  supervision 
or  control  at  the  world  level.  More  important  by 
far  in  judging  the  adequacy  of  ITO  are  its  plans 
about  public  or  state  commercial  policy  reviewed 
above.  Perhaps  next  in  importance  is  the  action 
anticipated  with  relation  to  inter-governmental 
commodity  arrangements.  It  is  more  valid,  there¬ 
fore,  to  inquire  into  the  agreements  sought  on 
public  restrictions  like  tariffs  and  on  state  controls 
now  in  force  with  reference  to  certain  basic  com¬ 
modities  in  oversupply  on  the  world  market. 

The  dangers  and  difficulties  inherent  in  “violent 
and  rapid  movement  in  the  markets  for  primary 
commodities”  are  fully  appreciated  by  the  drafters 
of  the  new  Proposals.^^  Following  World  War  II, 
as  was  true  after  World  War  I,  overproduction 
of  many  basic  commodities  has  upset  all  normal 
trade  calculations.  Immediate  issues  must  be  con¬ 
fronted  here,  and  the  realistic  approach  to  these 
problems  as  suggested  by  the  Proposals  is  perhaps 
to  be  expected.  Shifts  in  production  of  certain  com¬ 
modities  are,  however,  also  part  of  the  normal  eco- 

24.  See  Corwin  D.  Edwards  and  others,  A  Cartel  Policy  for 
the  United  Nations  (New  York.  Columbia  University  Press, 

1945)- 

25.  See  Business  Week,,  November  17,  1945,  pp.  117-18. 

26.  See  Proposals,  cited,  p.  5. 
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»  nomic  process.  The  Proposals  point  out  that,  first, 
efforts  should  be  made  to  increase  consumption 
^  whenever  a  commodity  is  in  oversupply.  Controls 
i  are  to  be  allowed  during  transitional  periods,  but 
not  to  protect  vested  interests — state  or  private. 
Rather,  the  aim  of  the  new  agreement  will  be  ad- 
y  herence  to  the  rule  “that  consuming  countries  be 
entitled  to  participate  along  with  producers  in 
^  the  original  consideration  of  such  agreements  and 
be  Entitled  also  to  equal  voice  in  their  administra¬ 
tion.”^^ 

Full  publicity  about  all  inter-state  commodity 
controls  is  also  sought.  The  new  commodity  control 
^  plans  may  go  far  to  implement  the  general  principle 
I  so  often  announced  during  the  war  of  the  necessity 
of  providing  hereafter  for  equal  access  by  all  na- 
1  tions  to  the  basic  raw  materials  of  the  world.  The 
underlying  tenets  on  which  inter-governmental 
commodity  arrangements  are  to  be  made  may 
i  establish  the  direction  which  large  segments  of  the 
world’s  economic  life  will  follow  later.  Very  real 
difficulties  must  be  overcome,  however,  in  launch- 
I  ing  this  new  program.  For  back  of  most  existing 
commodities  in  over-supply  will  be  found  great  in¬ 
dustries  which  are  highly  protected  by  state  sub- 
j  sidies  or  control  schemes  that  seek  to  shift  the 
burden  of  uneconomic  industries  to  other  states. 

I  POWERS  OF  THE  ITO 

^  The  ITO,  as  outlined  above,  will  be  a  world 
body  mainly  for  study,  discussion  and  recom¬ 
mendation  for  joint  action  on  trade  and  economic 
policy.  Its  functions — both  of  study  and  recom- 
,  mendation — will  go  beyond  anything  heretofore 
existing  at  the  world  level.  With  the  exception  of 
'  the  very  recent  creation  of  the  Bretton  Woods 
financial  agencies,  nothing  comparable  to  the  pro¬ 
posed  conference  or  the  future  work  of  ITO  has 
been  undertaken  since  the  ill-fated  London  Eco¬ 
nomic  Conference  of  1933.  The  task  planned  for 
’  the  new  trade  organization  will  dwarf  the  very 
valuable  and  extensive  work  carried  forward  in  the 
inter-war  years  by  the  Economic  and  Financial 
Committees  of  the  League  of  Nations. 

The  three  new  commissions  on  Commercial 
Policy,  Business  Practices  and  Commodities,  along 
with  an  Executive  Board,  other  minor  committees 
and  a  Secretariat  indicate  the  structure  of  the  ITO.' 
An  Industrial  and  Mineral  Unit  is  also  proposed 
to  promote  expansion  of  trade  in  minerals  and 
fabricated  products  not  already  under  the  jurisdic¬ 
tion  of  the  recently  formed  Food  and  Agriculture 
Organization.’®  The  ITO  will  work  closely  with 

27.  Sec  ibid.,  pp.  6,  i6. 

*  28.  For  complete  description  of  the  structure  of  the  new  trade 

organization,  see  Proposals,  cited,  pp.  23-28. 


other  financial  and  economic  agencies  now  in  ex¬ 
istence  and,  as  has  been  pointed  out,  will  be  geared 
into  the  network  of  world  bodies  grouped  under 
the  UNO.  Perhaps  the  closest  tie  with  the  UNO 
will  be  established  by  relating  the  ITO  to  the  work 
of  the  UNO’s  Economic  and  Social  Council,  which 
has  called  the  new  conference  by  a  resolution 
adopted  in  London  on  February  i8,  1946. 

Through  its  relationship  with  the  UNO,  real 
power  may  accrue  to  ITO’s  recommendations.  But 
aside  from  such  remote  control  over  the  economic 
activities  of  its  members,  the  ITO  as  now  designed 
will  be  largely  powerless  to  execute  its  recom¬ 
mendations,  or  coerce  states  in  any  serious  dispute, 
or  be  able  to  counteract  any  injurious  economic 
action  on  the  part  of  single  members  or  groups 
of  them.  The  commitments  made  by  member 
countries  will  be  undertaken  in  good  faith,  and 
if  there  is  more,  rather  than  less,  universal  con¬ 
formity  than  in  the  past  to  the  freer  trade  prin¬ 
ciples  on  which  the  ITO  will  be  based,  then  re¬ 
sulting  profitable  trade  practice  will  in  itself  com¬ 
mand  the  adherence  of  many  states.  Most  doubts 
about  the  ITO  would  be  set  at  rest  if  its  ultimate 
goal  were  clearly  within  reach  and  if  there  was 
real  hope  for  the  general  adoption  of  freer  trade 
throughout  the  world. 

In  considering  the  powers  proposed  for  the  ITO, 
or  the  pledges  to  be  made  by  the  member  states  in 
adhering  to  the  new  program,  great  significance 
attaches  to  the  attempt  made  by  the  Proposals  to 
reconcile  the  differences  between  economies  dedi¬ 
cated  to  relatively  free  enterprise  and  those  sub¬ 
ject  to  a  variety  of  state  controls.  Recognizing  the 
divergent  trends  in  modern  economic  develop¬ 
ment,  as  the  Proposals  do,  any  effort  for  whole¬ 
sale  eradication  of  all  present  trade  controls  would 
be  futile.  The  fullest  power  of  coercion  by  the 
ITO  could  under  no  circumstances  alter  the  trade 
practices  of  states,  like  Russia  for  example,  where 
trade  is  thus  fully  controlled.  Member  states  in¬ 
volved  in  operating  complete  trade  monopolies,  or 
those  limited  to  individual  products,  will  not  be 
asked  to  abandon  this  practice,  but  to  generalize 
both  their  incoming  and  outgoing  trade  on  a  non- 
discriminatory  basis.  And  state  traders  will  be 
asked  not  to  allow  government  agencies  to  use  a 
monopoly  of  imports  to  afford  excessive  protec¬ 
tion  to  domestic  producers. 

The  coercive  functions  proposed  for  the  ITO 
are  also  directly  related  to  the  attempt  that  will  be 
made  immediately,  even  before  the  full  trade  con¬ 
ference  convenes,  to  reduce  tariffs  and  other  trade 
restrictions.  Many  of  the  present  trade  barriers, 
tariffs,  quotas,  subsidies  and  the  like  must  be 
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abandoned  soon,  otherwise  the  ITO  would  be 
established  amid  a  tangled  network  of  trade  re¬ 
strictions  which  would  prevent  its  further  growth. 
In  order  to  overcome  this  initial  handicap,  there¬ 
fore,  preliminary  agreement  about  reduction  of 
trade  barriers  is  being  sought  before  the  ITO  is 
inaugurated.  The  new  trade  proposals  were  them¬ 
selves  the  subject  of  much  negotiation  between 
the  United  States  and  Britain  when  the  loan  to 
the  latter  was  under  consideration,  and  Britain’s 
agreement  to  turn  from  its  imperial  preference 
system  and  war  trade  controls  was  gained  only 
after  much  discussion.  So  that  trade  restric¬ 
tions  may  be  lifted  soon,  enabling  the  United 
Nations  to  move  into  a  freer  trade  era  forthwith, 
the  United  States  has  called  a  preliminary  confer¬ 
ence  to  canvass  the  possibility  of  reducing  pres¬ 
ent  tariff  barriers  by  common  agreement.  In  so  far 
as  authority  now  exists  to  reduce  our  own  tariffs 
under  the  newly  extended  Reciprocal  Trade  Agree¬ 
ments  Act,  the  State  Department  will  attempt  to 
reach  multilateral  agreements  in  that  direction  with 
several  nations  at  one  time  at  the  pre-trade  meet¬ 
ing.  Once  this  is  done,  it  is  hoped  that  fuller  ad¬ 
herence  to  the  new  trade  program  and  the  ITO 
can  be  gained  at  the  future  world  trade  assembly. 
If  by  this  procedure  the  ITO  can  be  started  in  a 
more  realistic  and  hopeful  fashion,  then  the  limited 
engagements  to  be  undertaken  in  joining  the  ITO 
will  appear  relatively  more  important. 

ECONOMIC  PEACE  OR  RIVALRY? 

Under  the  principles  outlined  above  the  ITO 
will  seek  to  encourage  trade,  prevent  ruinous  com¬ 
petition,  increase  the  flow  of  raw  material  wealth, 
and  thus  contribute  to  growing  world  prosperity. 
Economic  rivalries,  however,  are  inherent  in  those 
processes,  especially  under  competitive  free  trade 
practices.  It  is  futile  to  suppose  that  the  world  can 
repeat  the  experience  of  the  former  free  trade  era 
of  the  nineteenth  century  which  was  nearly  identi¬ 
cal  in  time  to  a  period  of  relative  political  peace. 
Moreover,  basic  economic  trends  set  in  motion 
during  the  last  quarter  of  a  century,  which  were 
greatly  reinforced  during  World  War  II,  also  reveal 
economic  differences  that  may  endanger  world 
peace.^^ 

Of  all  the  major  economic  developments  that 
stand  out  as  important  new  trends  established 
during  the  inter-war  years,  none  is  of  greater  sig¬ 
nificance  in  relation  to  the  present  trade  plans  than 
the  emergence  of  ever  greater  state  controls  over 
/the  internal  life  of  many  countries.  It  is  hardly 
surprising  that  these  regulations  were  extended  so 

29.  See  H.  \V.  Arndt,  The  Economic  Lessons  of  the  Nineteen- 
Thirties  (New  York,  Oxford  University  Press,  1944). 


universally  to  the  foreign  domain  under  the  au¬ 
tarchic  concepts  of  the  ’thirties.  The  displacement 
of  Britain  as  the  dominant  economic  nation  in  the 
world  also  reveals  a  fundamental  change  in  the 
structure  of  world  economy.  Britain  may  remain 
the  world’s  greatest  trader,  but  the  United  States 
has  succeeded  to  the  role  of  the  chief  economic  pow¬ 
er,  as  the  recent  war  experience  has  amply  demon¬ 
strated.  Increasing  Russian  economic  strength  also 
bears  directly  on  the  changing  relative  economic 
position  of  the  great  powers.  For  Russia  must  now 
be  classed  as  one  of  the  Big  Three  economic  as 
well  as  political  states.  But  Soviet  economic  progress 
is  equally  significant  as  a  forecast  of  potential  de¬ 
velopments  in  countries  like  India  or  China  where 
further  industrialization  awaits  stable  conditions 
and  outside  technical  and  financial  aid.  These  three 
trends — growing  state  regulation  of  economic  life, 
shifting  economic  power  of  the  great  nations,  and 
the  industrial  rise  of  former  dependent  areas — re¬ 
flect  the  rivalries  that  now  exist  not  only  among 
the  Big  Three  but  among  lesser  countries  also. 
Whether  these  differences  become  so  deep  and  so 
sharp  as  to  render  obsolete  the  freer  trade  proposed 
under  the  ITO,  even  before  the  attempt  is  begun, 
depends  on  the  ability  of  the  United  States,  Russia 
and  Britain  to  coordinate  their  economic  aims 
abroad. 

Those  countries  which  now  pursue  economic 
planning  will  hesitate  to  agree  to  the  new  trading 
terms.  Full  state  economic  controls  are  most  effec¬ 
tively  practiced  by  the  USSR,  and  are  extended 
abroad  through  the  operations  of  a  foreign  trade 
monopoly.  Britain  has  also  embarked  on  greater 
state  planning  and  direction  of  economic  affairs 
under  the  Labor  government,  not  only  in  order  to 
reconstruct  its  home  economy,  but  also  to  recoup 
its  former  trading  position  abroad.  Those  nations 
which  arc  striving  for  greater  industrialization  may 
also  view  the  new  trade  proposals  unfavorably, 
since  they  will  wish  to  protect  their  emerging  en¬ 
terprises,  much  as  America  did  in  its  early  history 
when  it  favored  tariffs  for  infant  industries.  The 
United  States  alone  of  the  great  industrial  nations 
today  is  eager  to  lift  international  trading  restric¬ 
tions  and,  if  possible,  reverse  the  trend  toward 
economic  planning. 

Russia’s  policy  not  clear 

The  Anglo-American  approach  to  the  trade  Pro¬ 
posals  has  been  reviewed  above.  But  Russian  action 
in  this  regard  remains  of  special  interest.  While 
the  USSR  does  not  figure  prominently  in  the  field 
of  international  trade  at  present,  there  is  much 
evidence  to  indicate  its  greater  desire  to  do  so. 
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Whereas  Britain  and  the  United  States  imported 
in  1938  nearly  19  per  cent  and  8  per  cent,  respective¬ 
ly,  of  the  world’s  imports,  Russia  bought  little  over 
I  per  cent  of  such  goods.  In  1938  Britain  exported 
nearly  12  per  cent  of  all  world  exports.  The  United 
States  sold  abroad  14  per  cent  and  Russia  less  than 
1I/2  per  cent  of  all  exports.^®  But  with  the  emer¬ 
gence  of  Soviet  economic  and  political  strength 
has  come  the  power  also  to  draw  into  its  orbit 
many  smaller  countries — both  in  Europe  and  Asia 
—whose  economic  life  under  recent  agreements  is 
being  more  and  more  closely  geared  into  that  of 
the  USSR.  Recent  bilateral  pacts  with  Hungary 
and  Rumania,  and  those  with  Poland,  Czecho¬ 
slovakia,  Finland  and  Bulgaria  are  perhaps  repre¬ 
sentative.  They  are  similar  to  clearing  agreements 
in  Europe  before  the  war.^‘ 

In  so  far  as  these  pacts  are  barter  agreements, 
ruling  out  other  trade  on  a  discriminatory  basis, 
they  reflect  the  division  into  economic  blocs  which 
tends  to  vitiate  the  program  outlined  by  the  Pro¬ 
posals  for  world-wide  freer  trade  revival.  Russia’s 
future  course  in  world  economic  developments  can 
not  yet  be  predicted  any  more  than  its  actions  in 
political  affairs.  That  great  change  will  occur  in 
its  fundamental  economic  philosophy,  however,  is 
out  of  the  question.  The  USSR  hesitated  to  take 
part  in  the  final  institution  of  the  Bretton  Woods 
financial  agencies,  although  Soviet  observers  did 
attend  the  Savannah,  Georgia  meeting  in  March 
1946,  when  the  operating  procedures  for  the  Fund 
and  Bank  were  determined.  It  is  now  also  open  to 
doubt  whether  Russia  will  undertake  the  limited 
commitments  it  would  be  asked  to  make  as  a  state 
trader  under  the  new  trading  terms,  or  even 
whether  it  will  attend  the  proposed  world  trade 
conference.  But  the  Conference  Preparatory  Com¬ 
mittee  of  the  Economic  and  Social  Council  of 
UNO  includes  the  USSR  as  a  member,  and  Russia 
also  supported  the  resolution  calling  the  new 
meeting.^^ 

Because  of  Russia’s  limited  trade  abroad  at  the 
present  time,  the  initial  success  of  achieving  wide 
agreement  about  the  new  trade  Proposals  will  not 
stand  or  fall  on  Moscow’s  decision.  The  new 
Proposals  recognize  the  economic  differences 
among  the  Big  Three,  but  they  do  not,  for  all 

30.  See  the  Foreign  Commerce  Year  Book.,  1939  (Washington, 
D.C.,  Department  of  Commerce,  1942). 

31.  See  Business  Week,  February  2,  1946,  pp.  101-102. 

32.  See  N.  Y.  Herald  Trihune,  February  19,  1946. 


their  efforts  at  breaking  down  the  barriers  to  trade, 
insure  against  economic  blocs  that  might  so  easily 
emerge.  Nor  can  it  be  said  that  there  is  any  great 
assurance  of  coordinated  anti-depression  policies 
under  the  new  program.  Mere  consultation  and 
exchange  of  information  about  procedures  used  to 
combat  economic  slumps  on  a  national  scale  will 
hardly  prevent  nations  which  are  in  economic 
danger  from  using  every  means  at  their  disposal 
to  stabilize  their  internal  economy,  even  measures 
harmful  to  others. 

What  must  be  emphasized  again  in  conclusion 
is  the  peculiar  responsibility  of  the  United  States 
in  having  sponsored  the  new  trade  program.  As  a 
logical  consequence  of  this  foreign  economic  pol¬ 
icy,  it  must  insure  the  maintenance  of  a  high  level 
of  prosperity  at  home.  Through  its  economic 
power,  now  second  to  none,  America  may  lead 
the  world  to  increased  trade  by  the  reduction  of 
restrictions.  It  must  also  lead  the  world  to  fuller 
employment  as  a  result  of  the  effects  of  its  own 
greater  economic  activity.  Full  employment  in 
this  country  will  aid — perhaps  as  no  other  factor 
— in  alleviating  the  fears  that  originally  led  so 
many  nations  to  erect  trade  barriers  and  continue 
to  prevent  their  relaxation. 

If  an  era  of  expanded  trade  follows,  the  ITO  can 
hope  to  deal  effectively  with  the  many  trade  re¬ 
strictions  now  in  existence,  and  if  an  expanding 
world  economy  develops,  the  dangers  of  eco¬ 
nomic  rivalry,  leading  to  the  creation  of  world 
trading  blocs,  would  be  materially  lessened.  The 
advocates  of  the  new  international  trade  body, 
as  was  true  of  the  UNO,  freely  admit  that  na¬ 
tional  states  today  are  prepared  to  give  up  little, 
if  any,  of  their  individual  sovereignty  in  dealing 
with  other  states — whether  the  question  involved 
be  economic  or  political.  It  is  imperative,  however, 
that  agencies  for  world  economic  cooperation  be 
established  at  the  present  juncture,  so  that  sover¬ 
eign  states — whether  large  or  small — may  gain 
experience  through  joint  action  in  dealing  with 
problems  common  to  them  all.  Economic  dis¬ 
agreements,  like  political  clashes,  must  be  brought 
to  world  attention  in  an  orderly  fashion.  The 
UNO,  under  its  present  Charter,  does  not  guaran¬ 
tee  that  all  political  quarrels  among  the  great 
powers  can  be  avoided.  The  ITO,  for  its  part,  will 
provide  the  institutional  framework  for  dealing 
with  commercial  policy  and  certain  economic  prob¬ 
lems  as  the  UNO  does  for  political  issues. 
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The  Sterling  Area — From  War  to  Peace 

By  O.  K.  D.  Ringwood  and  G.  S.  McClellan 

The  agreement  for  the  British  loan  or  line  of  were  deemed  necessary  at  the  time  to  facilitate 


credit  of  $3,750,000,000,  now  before  Congress  for 
approval,  pledges  the  London  government  to 
loosen  the  currency  controls  now  employed  in  the 
sterling  area.  While  only  part  of  the  loan  bargain, 
Britain’s  pledge  to  relax  sterling  restrictions  is  of 
special  importance  both  in  connection  with  launch¬ 
ing  a  freer  world  trade  program,  and  because  it 
will  directly  aid  American  exporters  and  importers. 
Before  World  War  II,  the  sterling  area  accounted 
for  a  large  percentage  of  world  trade.  From  1936  to 
1938  the  sterling  area  countries  bought  nearly  30 
per  cent  of  the  world’s  imports  and  about  24  per 
cent  of  total  exports.  At  the  same  time  over  26  per 
cent  of  American  exports  were  sent  to  the  sterling 
area  bloc,  from  which  this  country  also  gained 
slightly  over  22  per  cent  of  its  imports.' 

WHAT  IS  THE  STERLING  AREA  ? 

The  sterling  area,^  more  properly  known  at  its 
inception  as  the  sterling  bloc,  arose  shortly  after 
Britain  abandoned  the  gold  standard  in  1931.  Be¬ 
fore  World  War  II  this  bloc  formed  a  loose  asso¬ 
ciation  of  countries  and  British  territories  whose 
currencies  were  tied  to  the  pound.^  But  after  the 
outbreak  of  the  war  in  1939  the  regulations  were 
greatly  tightened  and  defined  by  law,  although  it 
has  remained  a  voluntary  arrangement  and  those 
independent  states  which  adhere  to  it  are  free  to 
leave  if  they  wish.  After  mid-1940  the  sterling  area 
dollar  pool  arose,  and  by  a  series  of  bi-lateral  finan¬ 
cial  arrangements,  negotiated  toward  the  end  of 
the  war,  Britain  also  entered  into  formal  clearing 
agreements  with  many  nonsterling  countries.^  Dur¬ 
ing  the  major  part  of  World  War  II  the  sterling 
area  has  comprised  Britain,  the  Dominions  except 
Canada  and  Newfoundland,  India,  British  man¬ 
dates  and  protectorates,  Egypt,  the  Anglo-Egyptian 
Sudan,  Iraq,  Iceland  and  the  Kaeroe  Islands,  and 
at  one  time  the  French  and  Belgian  colonies. 

PURPOSES  AND  RESULTS 

The  restrictions  employed  by  London  in  financ¬ 
ing  British  imports  and  exports  during  the  war 

1.  See  “Trade  and  Financial  Statistics,"  Tables  VII  and  VIII, 
prepared  by  U.S.  Treasury  Department,  March  1946. 

2.  See  “The  Sterling  Area,”  International  Reference  Service, 
November  1945,  Washington,  D.C.,  Department  of  Commerce. 

3.  Before  the  war  the  sterling  bloc  included:  the  British 
Dominions,  except  Canada,  British  Crown  colonies,  protectorates 
and  mandated  territories,  Sweden,  Norway,  Denmark,  Finland, 
Portugal,  Greece,  Japan,  and  Bolivia. 

4.  The  more  recent  bi-lateral  financial  pacts  with  France,  Bel¬ 
gium,  Sweden,  Holland,  Denmark,  Turkey  and  Switzerland 
bring  these  nations  into  a  favored  position  for  trade  with  the 
sterling  area,  but  the  technical  provisions  now  associated  with 
membership  do  not  apply  to  them. 


international  payments  and  conserve  sterling.  Yet 
the  resulting  general  effects  on  Britain’s  balance  of 
payments  position  are  now  clearly  evident.  The 
sterling  area  controls  were  employed  in  the  pro¬ 
gram  by  which  Britain  liquidated  a  large  percen¬ 
tage  of  its  former  investments  abroad,  and  it  is  now 
estimated  that  such  disinvestment  totals  approxi¬ 
mately  $4,500,000,000.  By  the  dollar  pool  arrange¬ 
ments  Britain  conserved  United  States  dollars 
which  were  used  for  the  purchase  of  supplies 
required  by  any  member  country  of  the  sterling 
area  when  such  dollars  became  available  from 
members  whose  supply  of  American  currency  ex¬ 
ceeded  their  essential  wartime  needs. 

But  by  far  the  most  outstanding  result  of  the 
sterling  controls  has  been  the  accumulation  in 
Britain  of  large  accounts  of  blocked  sterling  bal¬ 
ances.  British  government  purchases  of  commodi-  ^ 
ties  from  abroad,  both  within  and  outside  the 
sterling  area  proper,  were  financed  by  sterling 
funds  retained  in  London.  Sterling  accounts  were 
also  opened  as  credit  for  United  States  dollars  or 
other  currencies  gained  by  sterling  area  members 
which  exported  commodities  to  the  United  States 
or  elsewhere.  With  minor  exceptions  these  credits 
are  not  now  convertible  into  other  currencies.  Esti¬ 
mates  placed  their  totals  at  $13,500,000,000  in  June, 

1945.  India  heads  the  list  of  sterling  creditors  with 
balances  amounting  to  over  one  billion  pounds, 
and  Australia,  Egypt,  Eire,  Canada  and  Argentina 
also  rank  high. 

FUTURE  PLANS  FOR  STERLING 

The  loan  agreement  with  Britain  stipulates  that 
part  of  these  blocked  balances  must  be  made  im¬ 
mediately  convertible  into  dollars,  another  portion 
to  be  released  after  an  interim  period,  and  the  rest 
funded  on  a  long-term  basis.  Formidable  difficul¬ 
ties  arise  in  funding  these  debts,  even  if  a  sizable  m 
portion  of  the  blocked  balances  can  be  written  off 
on  analogy  to  United  States  lend-lease  settlements. 

Despite  the  problem  of  the  blocked  sterling  bal¬ 
ances,  however,  the  British  government  has  agreed 
to  loosen  the  sterling  area  controls  in  two  very 
specific  ways  if  the  $3,750,000,000  loan  to  Britain 
is  advanced  by  Congress.  One  year  after  the  credit 
is  first  available,  pound  sterling  derived  from  cur¬ 
rent  trade  is  to  become  freely  convertible  in  other 
currencies.  Britain  will  also  abandon  its  wartime 
operations  of  the  dollar  pool.  Thus  countries  like 
Egypt  or  India,  earning  dollars  by  exports  to  the 
United  States,  will  be  enabled  immediately  to  use 
those  credits  for  purchases  in  America. 


